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Viewed from the perspective of the Institute it

is my belief that the public accounting profession is destined

to assume an ever-increasing role of importance in our society.
Some may dismiss such optimism as the mouthings of an association

executive duty-bound to accentuate the positive.

Nevertheless,

there are sound reasons for being sanguine about our future.

We are all

aware of the current concerns being

expressed about the need for greater capital formation to
fund an expanding economy.

As attestors we play a vital role

in the functioning of the capital markets.

There is widespread

recognition that fair financial reporting is fundamental to
maintaining investor confidence and assuring a free flow of

capital.

It seems inevitable that we shall be pressed to

do more and to be more effective in aiding the capital raising
process.

Another factor working in our favor is a basic change
which is taking place in our society.

There is a growing

public demand for greater accountability in all segments of

our lives.

I believe that this concern is more than a passing

fad and our profession will be in great demand to not only

act as attestors but to assume the role of policing the ethics

of the business community.
Other factors affecting our future are the growing
intricacy of business transactions and business entities and

the trend toward greater governmental control and a planned
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economy.

It is easy to conclude that as experts in measure

ment we will be called upon to help cope with the complexities

of our times.

It is equally apparent that the growth in

demand for our services will be accompanied by an increasing

visibility and concern about how well we perform.
It is precisely for this reason that we are being con
fronted with a growing list of problems in our profession.

more we do, the more will be expected of us.

The

The more important

we become the more we are likely to be criticized for falling

short of expectations.
It is difficult to classify or establish an order

of importance of the profession’s problems.

But the problem

of credibility of the profession in the attest function merits
a position high on the list.

Since the matter of credibility

is so crucial to the welfare of the profession I would like
to discuss it in considerable detail.
With the benefit of hindsight it seems clear that

during the 1960’s there was a substantial erosion in the
credibility of financial reporting.

It was a period where

investor speculation was rampant and sophisticated managers

discovered how to utilize accounting alternatives to inflate
earnings.
loopholes.

The profession’s APB struggled to plug the accounting

But the poolers, the franchisers and the real

estate developers, to name a few, were nearly always a few
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jumps ahead.

The period of rampant speculation came to an end
with a mounting list of spectacular

a severe drop in the stock market.

business failures and
The resulting losses gave

rise to a chorus of ’’where were the auditors?".
This question could, of course, be interpreted to

have several meanings.

It might suggest that the auditors

lacked integrity or were not sufficiently independent of their
clients; or it might mean that accounting standards were

It could be an indictment of the effectiveness

deficient.

of auditing standards and procedures or their application, or
it could simply be the expression of an expectation that auditors

should be guarantors.

It could even be a

combination of all

of the foregoing.

However you

interpret the meaning of the question

"where were the auditors" it poses a serious problem for our
profession.

We have responded with a series of actions.

We

appointed the Wheat Committee which led to the establishment
of the FASB.

We appointed the Trueblood study group to study

the objectives of financial statements.

More recently we

appointed a special commission under the chairmanship of Manny
Cohen to study the responsibilities of auditors.
In the meantime the SEC has taken aggressive action

to tighten up the effectiveness of both financial reporting
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and the performance of auditors.

This has been accompanied

by a growing body of law regarding auditors’ responsibilities

resulting from litigation.
CPA firms have also taken steps to respond to the

implications of the question ’’Where were the auditors?”.
Internal quality controls have been sharpened and expanded
and the acceptance of new clients has become more selective.
External quality control review programs have also been

initiated through the AICPA.
Because we are currently in the midst of implementing
all of these responses to the credibility problem it is difficult

to predict the outcome.

However, I believe that we have

made substantial progress toward improving confidence in

accounting standards.

Because of the attention which accounting

standards have received and the massive effort being mounted

through the FASB there seems to be less inclination by manage
ment to create earnings through questionable accounting

practices.

The publicity about accounting manipulation and

the growing sophistication of financial statement users have

caused preparers and auditors alike to become more wary.

With respect to confidence in the integrity of
auditors I belie
ve there has been little if any erosion.

It

is no doubt true that many feel that auditors should be more
independent of their clients and that they have been too
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inclined to accommodate their clients’ wishes.

But on an overall

basis I believe we are perceived as having a high level of

Despite the two cases where auditors have been

integrity.

found guilty of criminal charges I doubt that any significant

part of the business community believes that auditors have
knowingly or willfully participated in frauds or deliberately

expressed clean opinions on misleading financial statements.
Even if auditors are indeed viewed as being honest
and conscientious and if the concern about gaps in accounting

standards or abuses in their application is on the decline there
are still substantial reasons to worry about the credibility

of auditors.

It seems to me that our problem consists

principally of a nagging suspicion that our auditing procedures

are not as effective as they should be or our performance in
applying the procedures leaves something to be desired.

There is little doubt that this suspicion reflects,

in part, a desire or expectation that auditors ought to
unconditionally guarantee the absolute reliability of financial
statements.

While this belief leads to the discomfort of

litigation that is often unwarranted I doubt that the courts

are likely in the long run to uphold such an unrealistic
responsibility.

Auditors will be held liable if they fail

to adhere to the auditing standards of the profession but they
are not likely to be expected to do more than a prudent professional
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would do in the circumstances.

Because our generally accepted auditing standards
and procedures are the key to the prevention of surprises they

are also a principal factor in the solution of our credibility
problem.

We need to devote far more attention to devising

new techniques of verification.

With the exception of the introduction of statistical
sampling and computer auditing programs, there have been

few changes in auditing techniques over many decades.

During

that time, however, business entities have become enormously
complex and the ingenuity of management has increased many

times over.
It should not be surprising that we are witnessing more

cases where management fraud goes undetected by the auditors.

Matters such as related party transactions and the present outcry
about illegal corporate acts involving bribes and political
slush funds pose serious questions about what the responsibilities

of auditors ought to be.
These developments are bringing into sharp focus
the fact that our auditing techniques are not providing the

level of assurance that is seen to be needed by our society.

It

is entirely appropriate that we should not accept more responsi

bility than is feasible to provide.

But we do have an obligation

to work diligently at developing techniques that will fulfill
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the legitimate demands of society to the maximum extent
possible.
The Institute’s auditing standards committee has,

to a large extent, concentrated its efforts on the reporting

problems of auditors.

This is certainly a very necessary

function since an important part of the auditors role is to

successfully communicate the results of his examination to
the user of his report.

Over the years the auditing standards committee
has labored long and conscientiously.

However, given the

continuing debate about the meaning of the standard auditors

report and the confusion that remains about distinctions

between clean, qualified and disclaimers of opinion and the
difference between what is and is not an audit, it is

difficult to avoid the conclusion that our method of communication
is inadequate to the needs of our time.

I believe that the time to reexamine the present
form of the auditor's report is long overdue.

We need to

state more clearly what it is that we are providing.

In this

process we will be forced to rethink and redefine what we
can do to meet the expanding needs of the public.

This should,

in turn, force us to study whether there are new audit pro

cedures which will be more effective and at the same time

meet a cost/benefit test.
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Perhaps we should consider establishing a separate
group within the profession to conduct such a study.

Other

wise the subject may continue to receive less than the high
priority attention that it deserves.

We need to consider, for example, whether a
greater variety of skills should be brought to bear on the

auditing process.

Appraisers, actuaries, engineers, economists,

lawyers and behavioral scientists are examples of other disciplines

that may have to be employed to meet auditing requirements in
the future.

To cope with management fraud we might have to devote

more attention to an analysis of backgrounds and behavior
patterns of individuals.

To cope with current or replacement

value accounting we may need engineers and appraisers.

To

deal with contingent legal liabilities we may have to rely
more extensively on the auditor’s in-house counsel.

To make

better judgments about the collectibility of receivables or

the value of inventories we may need economists or marketing

specialists.

These are but a few illustrations of the kinds

of alternatives that need to be considered.

Even if new skills are not introduced there may be
better ways of gaining audit assurance within the framework

of the present skills of CPAs.

We might, for example, pay

more attention to the client’s business in relation to industry

-9-

trends and what is happening in its share of the market.
Procedures to identify changes that are occurring could be

very helpful in making the judgments about assets and
liabilities that are necessary during the course of an audit.

My purpose is not to attempt to list all the possible
alternatives.

Rather my point is simply that a principal

factor giving rise to our credibility problem is our failure
to pay sufficient attention to auditing techniques.

I belie
ve

that as a profession we adhere to high standards of integrity

and independence -- perhaps higher than that of any other group
in the business world.

standards are coming

I believe that problems of accounting
under control.

And I belie
ve that the

courts will generally be just in their judgments about our

responsibilities.

What remains is theneed for us to develop

more effective ways to carry out our examinations.

Until

we do this, our credibility problem will not be solved.

Let me turn now to a second major problem of our
profession.

The threat of legal liability has become so great

in recent years that it pervades nearly all of our activities
in the area of being associated with financial statements.
This is regrettable, not only from a personal welfare stand

point, but because it acts as a strong deterrent to accepting
responsibilities which may be required to meet the public

interest.
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We are currently witnessing the devastating effects
that malpractice suits are having on the medical profession.

While our situation is not quite as acute as that of the
doctors I suspect that it will only be a matter of time before
we too will be faced with either no insurance being available

or the cost of insurance being prohibitive.

Even though in my earlier remarks I expressed the
view that the courts would stop short of holding us to be
guarantors of financial statements it is certainly true that
over recent years the circumstances under which auditors have
been found liable have been greatly broadened.

There is no

reason to believe that this trend will be reversed even if

CPA firms adopt a posture of litigating rather than settling
their liability cases.
If relief in the courts is not a likely solution it
would appear that the alternatives consist of either learning

to live with the problem or else seeking some form of legislative
relief.

There are some who believe that living with the problem

is the best answer.

They reason that any form of legislative

relief would more than likely be accompanied by greater

governmental involvement if not control of the profession.

It

is asserted that this would be a worse result than having to
defend against liability suits in the courts.
The choice may well become more difficult, however,

if the availability of liability insurance disappears or
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becomes prohibitively expensive.
distinct possibility.

I believe that this is a

There are a number of civil cases

which are currently pending which involve claims of
astronomical amounts.

of these cases.

I cannot, of course, predict the outcome

But if claims are sustained which would reach

the top layers of insurance coverage of a national firm I

believe it is safe to assume that the future availability of

coverage would be in great jeopardy.

Under such circumstances

the alternative of legislative relief might become much more
attractive even if it involved some limited form of federal

regulation of the profession.

Another alternative might be the establishment of
a captive self-insurance program by the profession.

This

should certainly be studied to determine its feasibility.
However, in the long run it would be at best a temporary measure

since it would not deal with the basic problem of limiting
liability to reasonable proportions.

Even though there is considerable reluctance to seek
legislative relief I belie
ve that we should give full consider

ation to this alternative.

It might be possible to incur no

worse than the establishment of a Federal Board of Accountancy
that would rely upon the profession's enforcement machinery
and the accreditation process of the State Boards of Accountancy

without direct governmental intervention.

If this could be
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achieved in exchange for liability relief it might be worth
considering, particularly if a national certificate could be
established in the same process.

We are currently at an impasse in dealing with the
problem of liability.

It may be that a solution is beyond our

control but I urge that we fully examine and debate all the
alternatives before events foreclose any initiatives on our
part.

This is a far too important matter to allow it to

drift untended in the currents of litigation.
A third major problem of the profession stems from
the diversity of the size of firms engaged in public practice

and the character of their practices.

Even though all firms

are engaged in some forms of accounting, auditing, tax and
management consulting services there are substantial differences
in the size of clients served and their needs.

Clearly there

is a wide gulf between serving a multinational corporation
and a small family-owned business.

These differences create tensions within the pro

fession which are difficult to reconcile.

The local practitioner

tends to resist the development of highly complex technical

standards which seem to have little or no relevance to the
needs of his clients or the segment of the public which he
serves.

At the same time the large firms are seeking to

establish more extensive standards to narrow the areas of
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possible dispute with major clients.
The large firms have found it necessary to adopt

specialization within their staffs to meet the sophisticated
needs of their large clients.

Local practitioners, practicing

as generalists, tend to view such specialization as a threat
to their survival and a watering down of the status of the
CPA certificate.

Similar differences of viewpoint are encountered
in such areas as continuing professional education, the nature

of publications issued by the profession, the need for liability

relief, the rules of ethics and their enforcement and many
others.

In recent times these differences have been sufficiently
acute to cause both groups, large and small, to speculate

aloud whether their interests would not be better served by
having their own separate organizations.

Furthermore, the

large firms believe that there should be an organization con
sisting of firms as members.

Such an organization would be

in addition to the AICPA which is structured solely on an
individual membership basis.

They feel that it is no longer

realistic to deal on an individual level when practice is based

entirely on firm policies and actions.
There are many facets to these possibilities with
few clear answers.

One thing seems certain, however, a split
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of the profession would weaken the collective strength enjoyed
under the present arrangement and the public would more than
likely become confused if there were multiple groups sometimes

working at cross purposes.

We have recently taken steps to try to deal with

the problem of diversity within the membership of our profes

sion.

At the May meeting of the AICPA Board of Directors a

plan to establish five separate advisory committees was

approved.

A committee will be appointed exclusively from among

each of the following groups of members:
1.

Members in education

2.

Members in industry and government

3.

CPA firms having less than 50 AICPA members

4.

Regional and national CPA firms having over
50 AICPA members

5.

Fifteen of the largest CPA firms having sub
stantial SEC and international practice

The role of these committees will be to discuss the

common problems of their constituents and to make recommendations

to the Board of Directors or senior committees of the Institute.

They will have no power to act for the Institute and will be
purely advisory.
The three committees representing CPA firms will have

as members the heads of selected firms, thus providing a
framework for firm participation.
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All of the committees will consist of 15 members
serving three-year rotating terms except the committee of
the largest firms which will consist of the big eight firms

plus three of the other seven firms serving on a one-year
rotating term basis.

It is hoped that the establishment of these advisory
committees will serve as a conduit through which the views

of the various membership groups having common interests can

be collected and expressed in an effective way to those
bodies which have the power to act for the profession.

If

all goes well the committees will be appointed in July and
after a reasonable period of experience we will be able to

judge whether they offer a satisfactory solution to the

diversity problem.
I have been discussing up to this point three

problems of the profession that I would place at the top of
the list of priorities.

They are the credibility of auditors,

the legal liability exposure and the diversity of interests

within the membership of the profession.

There are, of

course, a great number of other problems -- or opportunities

-- all of which have a bearing on the profession’s future.

The matters of preparatory and continuing education are
vital to the future vitality of the profession.

The questions

of scope of practice and specialization are no less important.
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The evolving peer review programs are of great importance to

the credibility problem.

The internal organizational structure

of large firms also warrants attention to determine whether

the present approaches are the most desirable.

The adequacy

of the CPA exam and its coverage in relation to an expanding
scope of practice needs to be constantly reexamined.

Beyond these matters of broad interest are the many

specific problems in the technical areas arising from proposals
being put forward by the SEC, the FASB and the CASB.

Prominent

among these, of course, are the issues relating to interim
financial reporting and the publication of forecasts.

I

understand some of these issues will be discussed by others

during the course of your program so I shall not dwell upon
them.

However, I would like to touch briefly on what has
become known as the emerging practice problems.

Because

of rapidly changing business conditions there are inevitably
new problems being encountered in the accounting standards

area which require rapid solution if the development of
undesirable practices are to be avoided.

A classic example

of such a problem was the question of whether or not market
able securities should be written down to market value at
December 31, 1974.

Until recently the FASB was not geared up to deal
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quickly with the so-called emerging practice problems.

However, as a result of extensive discussions this matter
is being rectified by a new procedure being implemented by
the FASB and by the AICPA’s accounting standards committee
interfacing directly with representatives of the FASB on
a frequent and regular basis.

It is expected that this

approach will provide a better early warning system which
will lead to dealing with urgent problems on a timely basis.

This should fill a void which has existed since the inception

of the FASB.

I expect that Marshall Armstrong will cover

this in more detail during his visit with you.

I conclude my remarks on the same note of optimism
as I began.

There are forces at work in our society that

are driving our profession to the forefront.

Responsible

action and accountability upon the part of all forms of
officials and leaders whether in government or business are

being demanded by a population that is better informed than

ever before.

Assurance that the accounting is reliable

is a vital part of meeting that demand and we are the logical
group to provide that assurance.
We will fail only if we refuse to adapt to changing
circumstances and if we do not learn to strike a proper balance
between client interests and public needs.

There are many

problems but if we tackle them with candor and imagination I

am confident that we can indeed convert them all into oppor
tunities .

#
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